Abstract
Facts and figures
The annual increase of world merchandise trade volume in 2016 was 1,3%, less than the last 20-years average of 5,3%. This was the lowest level since the economic and financial crisis of [2008] [2009] . 1 The negative performance of trade was a consequence of various factors, such as the decreasing import demand in developed countries, the slow import increase in developing countries and the insufficient growth of global exports. 0.00 20.00 40.00 60.00 80.00 100.00 120.00
The Western Balkan (WB) region is an important part of Eastern Europe. It includes Albania, the former Yugoslav Republic of Macedonia (FYROM), Bosnia and Herzegovina, Serbia, Montenegro and Kosovo. Croatia is also considered part of the region, but we excluded it from our analysis, mainly because it is a current European Union (EU) member state and it is characterized by a higher social and economic development compared to the other countries. GDP growth in 2016-2017 was below the expectations in WB countries, also due to the significant decline in commodity prices and to the low level of foreign direct investments. All WB countries ran a current account deficit in 2016. Montenegro was the country with the largest deficit (-19,1%) , while FYROM recorded the highest current account balance in the WBs (-3,1% Anderson (1979) laid the foundations of the gravity theory. The author considered two countries (country i and country j) and the corresponding bilateral trade of two differentiated products. Prices are in equilibrium and preferences are assumed to be Cobb-Douglas anywhere. With frictionless trade, the respective equation is as follows. (4), we obtain the following gravity equation.
Gravity theory: theoretical foundations
(6) Anderson extended the analysis, supposing that every country produces two types of goods, tradable and non-tradable, respectively. In this case, the exports from i to j are  into equation (7), we obtain (9) i  Depends on country i's income and population and on other variables. We have:
(10) We can rewrite equation (9) (23), we obtain the gravity equation (25) ISSN 2375 -0766 (Print), 2375 ©Center for Promoting Ideas, USA www.jbepnet.com 79 According to Anderson, the first term in equation (25) represents the economic distance between country i and country j, while the second term is an indicator of the economic distance between country i and the other trading partners with respect to world trade. Anderson also considered constant elasticity of substitution (CES) preferences, including prices into the share of expenditure on tradable goods function. A considerable number of authors followed similar approaches to define the gravity equation (Bergstrand, 1985; Krugman 1979 Krugman , 1980 Helpman and Krugman, 1985; Helpman, 1987; Bergstrand, 1989 
Empirical application
We propose a gravity equation for WB international trade flows, including basic and new independent variables. The basic gravity equation includes the economic sizes and the corresponding distance, which approximates the trade costs in our case. GDPs or GDPs per capita are common estimators of the income level and the economic development. So, let us consider the following gravity model of trade, where all variables are expressed in natural logarithm and ε is an error term that follows a known distribution with a mean of zero and constant variance: Table 2 reports the definition and the expected sign, or the corresponding expected effect on trade flows, for each variable. Trade flows and GDPs are expressed in US dollars. We consider three possible dependent variables: import in a WB country from a given trade partner (imp_odt), export of a WB country in a given trade partner (exp_odt), and the sum of imports and exports between a WB country and the corresponding trade partner (flow_odt). The databases of the United Nations (Comtrade) and CEPII (CHELEM-INT) were our primary sources of bilateral trade flows. GDPs and the corresponding population data were obtained by the World Bank. Bilateral distances between origin and destination countries were collected from CEPII GeoDist database (Mayer, T. and Zignago, S., 2011) . Table 4 shows the main descriptive statistics for the gravity model variables. We report in table 6 the original output of the estimated models, obtained by the R software. We consider three dependent variables: imports, exports and trade flows. We considered a typical estimation method for panel data models, the random effect estimator. The random effect technique is based on the assumption that the variation between country-pairs is unsystematic and it is not correlated with the explanatory variables. In this case, we also determine the effect of variables that do not vary with time. The independent variables for the random effect estimations are statistically significant in almost all the cases. We accept the null hypothesis for the free trade agreement parameter in the trade flows and imports equations, and for the border dummy in the export equation. The adjusted R-squared varies from 60,45% (imports equation) to 66,26% (exports equation). Coefficients and R-squared values are comparable to previous similar studies (e.g. Montanari, 2005; Josheski and Apostolov, 2013; Toševska-Trpčevska and Tevdovski, 2014; Reiter and Stehrer, 2018) . 
Concluding remarks
The main objective of this work was to theoretically and empirically analyze the determinants of bilateral trade between WB countries and the most important partners, through the gravity theory. Our analysis started with a summary of some relevant facts and figures regarding international trade and the corresponding determinants. During the time period 2014-2016, world trade volume suffered the worst performance since the economic and financial crisis of 2008-2009. This negative trend was a result of various factors such as the decreasing import demand in developed countries, the slow import increase in developing countries, and the insufficient growth of global exports. GDP growth in 2016-2017 was below the expectations in WB countries, also due to the significant decline in commodity prices and to the low level of foreign direct investments. www.jbepnet.com
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The last part of our work was dedicated to the estimation of the gravity equations, using an appropriate dataset, which includes bilateral trade flows between WB countries and their main partners, and a set of determinants. We considered three dependent variables: imports, exports, and the sum of imports and exports. The statistical significant effect of the considered independent variables was generally confirmed. Authorities of WB countries should also orient their policies towards the technological progress, the productivity expansion, and the enhancement of business climate. A competitive environment and the reduction of trade barriers will stimulate foreign direct investments in the region.
